[No. 69] 


AIR FORCE HEAVY PRESS PROGRAM (PROJECTS NO. 175, 176, 177 
AND 178) 


House or REPRESENTATIVES, 
COMMITTEE ON ARMED SBRVICES, 
SUBCOMMITTEE ON Reat Estate anp Construction, 
Washington, D. C., Monday, March 8, 1954. 
The subcommittee met at 10:30 a. m., Hon. Paul Cunningham 
(chairman of the subcommittee) presiding. 
Mr. CunnINGHAM. The subcommittee will be in order. 


Prosect No. 175 


The first project to hear about is No. 175. General, we will be 
very pleased to hear from you. 

General Merzcer. Mr. Chairman, Mr. Golden, from the Secre- 
tary’s Office, perhaps would care to make a statement. 

Mr. CunninGHam. Proceed, Mr. Golden. 

Mr. Goupen. The heavy press program was funded in fiscal year 
1951. We had justified it then before the various Appropriations 
Committees and other committees. And again, in fiscal year 1953, 


rt back in 1951 the program was really initiated by a very 

-arg@al eFgluation of the amount of presses that we were going to 

ol las the people who were going to run them. At that time 

cpreliminaryjagreements were made for the construction of the presses, 

aoe Ontradcts for these presses being made direct with the press 
's, with the Air Force. 


eo gee 1 additional appropriation for the same program. 


—5u to that time, in 1952, we entered into preliminary 
rahe s*With the selected contractors who agreed to build for the 

vernment, for the account of the Government, the buildings to 
house the presses which we were procuring under separate contract. 

So actually the program has been on its way for several years, and 
we have been negotiating now for the last part of the contractual 
arrangement—namely, the leasing—and we suddenly realized that 
under the provisions of Public Law 155, since rentals of more than 
$25,000 a year were obviously involved, that approval of the Armed 
Services Committees were required. 

We are not in default yet. The leases have not been formally 
signed and approved and operative, so that we are anxious to get on 
with the final negotiated contracts that we have ready and consum- 
mate them so that both parties will know where they stand in this 
whole program. 

1 think the fact that the pregram had so many integral parts, the 
greatest of which is the building of the presses and the building of 
the housing, really, for the presses, that probably we are a little late 
in coming here and now talking about the leasing arrangements. 
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Mr. CunninGHam. As soon as you learned that you were supposed 
to come before this committee, you took steps to do so? 

Mr. Goipen. Yes; we did so very quickly, and that is the reason 
we preliminarily discussed the matter with you. 

Mr. Cunninauam. Mr. Kelleher, there is nothing in the law that 
sets this limitation time? 

Mr. Ketiener. No, sir. They are on time. 

Mr. Cunnincuam. They are not guilty of laches. 

Are you satisfied with that statement? 

Mr. GoupeEn. Yes. 

Mr. Cunnincuam. I think that is sufficient. 

You may proceed. 

General Merzcrr. Mr. Chairman, project No. 175 is a part of the 
heavy press program but is different than the majority of the program. 

First of all, it is a plant in being, and known as Department of 
Defense plant 175, located at Adrian, Mich., and title is held by the 
Government through the General Services Administration. 

The Air Force has a right of entry at the present time, and negotia- 
tions and legislation are underway to provide for a transfer to the Air 
Force by GSA. 

The plant contains 15 extrusion presses, 1 heavy forging press, and 
3 smaller supporting forging presses. 

It consists of approximately 800,000 square feet of floor space. The 
Government investment in that plant to date is approximately $25 
million. It is proposed to lease that plant to the Bohn Aluminum & 
Brass Co. to be operated in support of the defense program, with 
privilege extended to the operator, proposed operator, to utilize the 
facilities for commercial production should any excess capacity above 
that demanded by defense exist. 

The proposed rental is 6 percent of net sales for the first $1 million 
of sales, 5% percent for the second million dollars of sales, and 5 percent 
for all additional net sales on a monthly basis, with a minimum 
monthly rental of $50,000. 

The plant at present is—that is the facilities for the plant, in the 
plant at present, are committed for a number of aircraft programs as 
well as some work for the Atomic Energy Commission and the Army. 

The most critical piece of equipment in the plant, insofar as defense 
work is concerned, is the 5,500-ton extrusion press. 

We feel that the terms of rental and the general terms and conditions 
of the lease are reasonable and provide a fair return to the Government 
as well as affording to the defense effort highly critical and substan- 
tially needed productive capacity. 

That completes my statement. 

Mr. CunninGHam. Has any appraisal been made, General, of the 
present-day value of the plant and the equipment therein? 

General Merzger. Not, Mr. Chairman, other than the total cost 
to the Government to date. 

The question of today’s values, replacement values, less deprecia- 
tion, because the equipment and buildings have been used for a 
period of years, has not been raised, nor have we considered it. 

Mr. Cunnincuam. The reason I asked the question, General, the 
minimum rental of $50,000 per month is just about 2% percent of the 
total cost of $25 million, and that is pretty low if that is all the Gov- 
ernment gets in rental value. 
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General Merzcer. Perhaps I should have stated, Mr. Chairman, 
that the terms of the lease require the operator to perform all main- 
tenance at the operator’s, lessee’s expense, which, have upon expe- 
rience with similar plants and with this plant itself, could well ap- 
proach $100,000 per month. 

Mr. Ketiener. That is a normal requirement for lease, however, 
isn’t it, that ordinary maintenance be in the lessee? 

General Merzcer. Yes, sir. Those are normal requirements for 
leasing facilities to contractors. 

Mr. Cunnincuam. Abnormal requirements the Government will 

ay? 

General Merzaer. All abnormal maintenance will be at the expense 
of the Government; ves, sir. 

Mr. Harpy. Has there been any determination as to the depreciated 
value of this machinery? 

General Mrerzcer. No, sir; there has not. 

Mr. Harpy. There has been no effort to determine what its depre- 
ciated value would be under normal industrial practice? 

General Merzacer. No, sir; there has not been any effort of that 
kind at present. One of the large and most expensive pieces of 
equipment is the 16,000-ton forging press, which is a reparations item. 
And its replacement cost today would more or less be the basis for 
depreciating that particular item. We have made no attempt to do 
that, however. 

Mr. Harpy. Has the plant been in continuous operation since it 
was constructed? 

General Mrerzcer. No, sir; it has not. And the plant, when in 
operation prior to 1951, was in operation as an experimental facility. 

When it was reactivated by the Air Force, beginning in 1951, it was 
reactivated as a production and experimental facility. 

Mr. Harpy. What percentage of the plant is being operated at the 
present time? 

General Merzcer. The entire plant, sir, is available for operation. 

Mr. Harpy. Is it being operated now? 

General Merzcer. It will be operated as soon as we are able to 
provide a lease, an approved lease to the operator. 

Mr. Harpy. Isn’t your lessee actually operating the plant now? 

General Merzcer. He has right of entry. 

Mr. Harpy. Isn’t he operating it? 

General Merzcer. Not for sale, no, sir. 

Mr. Harpy. What is he operating for, General? 

General Merzcer. I understand, as late as last week, Friday, that 
he was running some experimental quantities through several of the 
extrusion presses. But not for salable products. 

Mr. Harpy. Then the only thing he is doing now is testing his 
machinery? 

General MerzGer. Yes, sir. 

Mr. Harpy. And how long then, has it been since this plan was in 
operation on a scale reasonably approaching its capacity? 

General Metzcer. The Bohn Aluminum and Brass Co. operated 
the plant uniil about the 20th of March, I believe, and had operated 
it, with varying degree of capacity —— 

Mr. Harpy. 20th of March of what year? 

General Metzcer. 20th of February. 
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Mr. Harpy. Of this year? 

General Mer7Ger. Of this year, yes, sir. 

Mr. Harpy. So until very recently it has been in practically full 
operation? 

General Merzcer. Yes, sir. 

Mr. Harpy. And this interim period was for what purpose? To 
try to work out a new lease? 

General Merzcer. Yes, sir. 

The Bohn Aluminum and Brass Co. served notice of termination 
on the Air Force to become effective on May 1, 1954, or sooner, if 
the Air Force so desired. 

The Air Force has been able to consummate what it feels to be a 
reasonable and fair lease with the Bridgeport Brass Corp., and has, 
therefore, elected to accept termination from Bohn, prior to the 
May | date, and to turn the facility over to Bridgeport for operation 
as soon as a lease may be approved. 

Mr. Harpy. So the Air Force had fixed the termination date of 
February 20 with Bohn? 

General Mrrzamr. Yes, sir. 

Mr. Harpy. And the period between February 20 and the present 
time has been used for the purpose of negotiating with Bridgeport? 

General Mrrzcer. The negotiations were undertaken prior to that 
date, sir, and the period since February 20 has been one of reconcil- 
ing the inventory, receiving the plant from Bridgeport—from Bohn, 
and turning it over to Bridgeport. 

Mr. Harpy. How does your—this proposed lease agreement com- 
oe with the revenues derived from the plant previously, from 

ohn’ 

General Merzcer. The conditions are hardly comparable, sir, but 
to answer the question directly: Bohn agreed to a rental of 7 percent 
of gross sales, and to undertake the balance of the facilitation which 
was necessary. 

Mr. Harpy. Balance of what was that? 

General Merzcer. Facilitation. 

The plant at the time it was taken over by Bohn was not com- 
plete in that considerable reworking, rehabilitation of the plant, 
itself, and its equipment, was necessary, at Government expense. 

Bohn undertook to complete the rehabilitation. 

Mr. Harpy. But at Government expense? 

General Merzcer. At Gover ment expense. 

And to phase in its operation, productive operation as rapidly as 
possible. 

During the period of rehabilitation which naturally limited the 
productive use of the facility, the Air Force, or the Government, 
agreed that it would bear—it, the Government, would bear the 
maintenance and overhead of the facility, subject to a rental of 7 
percent of gross sales. 

So the income from rental during the period of operation by Bohn 
Aluminum «& Brass totaled $485,000, approximately, with an average 
monthly income of $26,900. 

Mr. Harpy. That as averaged over the entire period of use by 
Bohn? 

General Merzcer. By Bohn. 

Mr. Harpy. Including the period of rehabilitation? 
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Genera Merzcer. Yes, sir. 
Mr. Harpy. How long a period was the rehabilitation? 
Fam am Merzcer. From about January of 1952 through December 
of 1953. 

Mr. Harpy. Then practically the whole period was a period of 
rehabilitation? 

General Mrrzcer. Rehabilitation and facilitation. 

Mr. Harpy. All you had was 1 month, then, bevond full operation? 

General Merzcer. In fact the rehabilitation has to this point not 
been completely accomplished. There are still some pieces of equip- 
ment, several pieces of equipment to be installed. 

I would like to call to the attention of the committee that the 
equipment, the new equipment included in the rehabilitation and 
facilitation was generally long-lead-time equipment, and with the 
heavy demands placed upon the machine-tool industry, it was virtually 
impossible to secure deliveries until very recently, of all of the equip- 
ment planned for the rehabilitation and facilitation. 

Mr. Harpy. That has all been secured now? 

General Merzcer. Substantially all secured, yes, sir. 

Mr. Harpy. But it hasn’t all been actively 

General Merzcer. It has not all been installed, no, sir. 

Mr. Harpy. Do I understand that Bohn paid a total of $485,000 
during this period? 

General Mrerzaer. Up through April of 1953 

Mr. Harpy What did it pay since then? 

General Merzcer. Since that date the rental has been abated or 
offset against the maintenance costs. 

Mr. Harpy. So they have actually paid nothing since April of last 
year? 

. General Merzcer. Only through a reduction in the Government 
maintenance responsibility. 

Mr. Harpy. That leads me to a question that 1 was about to raise: 
During the period they paid the $485,000, how much did the Air 
Force spend or the Government spend in maintenance costs which 
normally would have been assumed by the lessee? How much over- 
head expense, other overhead expense, was paid by the Government 
during that same period? 

General Merzcmr. It is all covered as reimbursable expense in our 
accounting. 

Mr. Harpy. But did you get reimbursed? 

General Merzcer. As reimbursable to Bohn. It is all covered as 
reimbursable expense to Bohn under the contract in existence between 
Bohn and the Government. : 

Mr. Harpy. How much did we reimburse Bohn while they paid us 
$485,000? 

General Merzcer. $1,234,000. 

Mr. Harpy. So we paid them to get in there and operate the plant? 

General Merzcer. To rehabilitate the plant. 

Mr. Harpy. And we paid them—we not only paid all of the costs 
of the rehabilitation, but we paid them three-fourths of a million 
dollars to operate—to get a little bit of operation out of there while 
they were rehabilitating the plant; is that right? 

General Mrrzcer. That is correct, sir. Although, if I may, I 
would like to mention again that the productive use of the facility was 
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seriously limited by the rehabilitation which was undertaken for the 
Government by Bohn, and the 7 percent rental could not—would not 
possibly permit Bohn to operate the plant on an economical basis. 

Mr. aes. We paid them to operate it? 

General Merzcer. I don’t construe it as paying Bohn to operate 
the plant. I construe the Government payments to be payments for 
the rehabilitation and facilitation of the plant. 

Mr. Harpy. We paid all of that, didn’t we, General? 

General Merzcer. We paid all of that. But in this figure, sir, of 
$1,234,000 are included overhead expenses for Bohn. 

Mr. Harpy. All right. What does that consist of? Overhead and 
operating the plant? 

General Mrrzcrr. That is correct, sir. Maintenance expenses 
only, sir, not productive workers. Merely maintenance on the plant. 
Mr. Harpy. Well, they paid the Government $485,000 in rent? 

General Merzacerr. Yes, sir. 

Mr. Harpy. And we turned around and paid them $1,234,000 
for maintenance? 

General Mrrzcrr. For maintenance, yes, sir. 

Mr. Harpy. This doesn’t have anything to do with the rehabili- 
tation or facilitation, and they were paid for entirely separate and 
apart of this $1,234,000, is that right? 

General Merzcer. Yes, sir. 

Mr. Cunninauam. Would the gentleman yield there? 

Mr. Harpy. Yes. 

Mr. Cunninauam. I would like to have, General, if you can give 
it to me, the net figure that the Government made during the period 
Bohn was in there, over and above all expenditures if it made anything; 
and if there was a loss, how much did it lose? It looks now as if we 
lost money instead of making money. 

General Merzcer. There is no question about that. 

Mr. Cunntncuam. We did lose money? 

General Merzarr. Yes, sir. 

Mr. CunntnGuam. Are we going to lose money on Bridgeport? 

General Mrrzaer. No, sir; we feel that we have an agreement 
with Bridgeport which is subject to operation at no loss to the Gov- 
ernment, in that the conditions of the lease with Bridgeport provide 
that all maintenance other than abnormal maintenance shall be at 
the expense of Bridgeport, and that Bridgeport shall pay a minimum 
rental of $50,000 per month. 

Mr. Cunnineuam. But with Bohn it was just the reverse, all 
maintenance was paid for by the Government. 

General Merzcer. During the period of rehabilitation; yes, sir. 

Mr. Cunninouam. And that was practically all of the time? 

General Merzcer. That was practically all of the time. 

Mr. Harpy. Actually we paid Bohn $750,000 plus all expenses of 
rehabilitating and facilitating the plant? 

General Merzcrr. That is the difference—— 

Mr. Harpy. That is the difference between the income and 
expenses? 

General Metzcrer. That I mentioned here, sir; yes, sir. 

Mr. Harpy. That is the approximate difference. So we paid 
them three-quarters of a million dollars to operate this plant and to 
oversee the job of facilitating it and rehabilitating it, is that substan- 
tially correct? 
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General Merzcer. The payment to Bohn was based upon approved 
vouchers by the contracting officer, covering expenses actually 
approved and incurred in the maintenance of the plant. There was 
no payment to Bohn except on a reimbursable basis for approved 
vouchers covering maintenance. 

Mr. Harpy. That is not on the question at all, General. I am 
just trying to look at the final outcome of the thing to see where we are. 

General Merzcer. Surely. 

Mr. Harpy. I am assuming that all of the vouchers that were paid 
were properly supported. I don’t think the Air Force would do 
otherwise; I don’t think the General Accounting Office would let 
anyone do it if they were so inclined. 

The thing I was trying to point out, during this period of time that 
Bohn operated they were getting some production out of there: 
weren’t they? 

General Mrrzcer. They were getting some production out of there. 
Although Bohn has claimed a very substantial operating loss on the 
facility and that was the reason, as provided the Air Force, for the 
termination action instituted by Bohn. 

Mr. Harpy. The thing that I am trying to point out, Mr. Chair- 
man, is this: It cost us a net of $750,000, plus all of the cost of 
facilitating and rehabilitating. How much did that amount to, 
General? 

General Mrrzcer. The rehabilitation cost since 

Mr. Harpy. Take just during the period that Bohn was in there. 

General Murzcer. We started to reactivate the plant in 1948, 
which was prior to Bohn’s tenure. 

Mr. Harpy. Then you got your item of $10,587,000? 

General Mrrzcer. Yes, sir. 

Mr. Harpy. And you add that to the $750,000 paid Bohn in excess 
of its payments to the Government, and that would give you a total 
of 11 million and about 300,000 dollars? 

General Mrerzcrer. Yes, sir. 

Mr. Harpy. Now that is new cost that has gone in this there. Now 
you are proposing to get back a return of $600,000 a year? 

General Merzcer. Minimum. 

Mr. Harpy. You don’t often get any maximum above the mini- 
mum on these contracts, do we, General? 

General Mrrzcrer. We hope so, here. 

Mr. Harpy. We always hope, if we didn’t hope there wouldn’t 
be any use in living. I am just thinking about experience. My 
observation is generally the minimum is the best we can do. 

General Merzcer. In times of high production, sir, there is no 
question in our minds but what the return to the Government would 
be very materially in excess of $600,000 a year because the capacity 
of the plant is far in excess of that. 

Mr. Harpy. You anticipate that we will now start a period of high 
production? 

General Merzcer. The equipment in that plant is high production 
equipment. The defense demands upon that equipment are fairly 
substantial at this point. 

Mr. Harpy. So that if we do make any money we will pay for it 
out of one pocket and take it back in into another? 
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General MerzGer. We do not feel that the abnormal expenses 
which are the only expenses to which the Government is committed 
will be at all substantial. 

The equipment is in substantially good condition today, and should 
be operated at a minimum cost to the Government for abnormal ex- 
penses by the operator. 

We also do not feel that the markup on the product for defense pur- 
poses can be excessive because of the competitive aspect in the extru- 
sion field today. 

Mr. Harpy. The markup on the product insofar as that part which 
the Defense Department uses will consist of, at least in part, an item 
of repayment of this percentage of rent that you got there? It is 
going to depend on Defense Department orders to make it pay from a 
standpoint of rental. 

General Merzcer. In part, sir. Although, the facility may be 
used for commercial production should any excess capacity be avail- 
able for commercial production. 

It is believed that the rental plus the maintenance costs which the 
operator must absorb more or less equa! the cost of operation by a 
privately capitalized facility. So the markup would be more or less 
competitive. 

Mr. Harpy. I think I can boil it down very quickly, Mr. Chair- 
man. What percentage of the output of the plant do you expect will 
be required for defense needs? 

General Mrerzcer. Percentage of the capacity of the plant, sir, or 
what we feel the rate at which the plant will be operated? 

I might say that we hope that the plant will be operated on a 1- 
shift, 5-day week, which is not maximum capacity, I am sure, as you 
well know. 

Mr. Harpy. What percentage of that basis would be required for 
Defense Department purposes? 

General Merzcer. I would say around 60 percent of the capacity 
on a I-shift, 5-day week, will be defense production. 

Mr. Cunnineuam. And what would one-shift capacity, working 
full on that shift, amount to in the way of millions of dollars of busi- 
ness a vear, sales? 

General MerzGer. Sixty-percent capacity should be, per month, 
about $3 million per month, or $36 million a year. 

Mr. Cunnincuam. Then it would go to 5% percent on the balance? 

General Merzaer. Yes, sir; per month. 

Mr. CunnincuaM. So there is a possibility on a 60-percent basis of 
the Government getting around $2 million return a year? 

General Merzcer. Yes, sir. 

Mr. Cunninouam. That is if they operate it on one shift only? 

General Merzeer. One shift, 5-day week, sir. 

Mr. Cunnrncuam. You say 60 percent of that? Why don’t you 
say 100 percent? Aren’t the sales to the general public figured in also? 

General Merzaer. I didn’t figure those in because that is more or 
less based upon the ingenuity and the effort put forth by the operator. 

We feel fairly certain that the demands upon the equipment for 
defense purposes will generally rate a 60 percent operation. Beyond 
that I would certainly feel certain 

Mr. Cunnincuam. But, General, whatever the sales of this Bridge- 
port Brass Co. amount to per year, whether the sales be to the Gov- 
ernment or out of the public, we get our percentage on? 
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General Muerzaer. We get the same rental, but it is very difficult 
for us to determine the amount of commercial business that will be 
developed. 

Mr. Cunninauam. The point is we get our percentage on: the 
commercial? 

General Murrzaer. Yes, sir; there is no question, it is across the 
board. 

Mr. Harpy. Let us explore that just a little bit further. 

Do I understand that the monthly output is expected to have a 
value of $3 million base! on a 5-day week? 

General Murzeur. It could have an output of that, yes, sir. We 
feel it could. 

Mr. Cunnineuam. You base that on 60 percent? 

General Mrrzcer. Yes, sir. The plant could produce, we feel, on 
our analysis, it indicates that the plant could produce at the rate of 
$4 million per month at full capacity. 

Mr. Harpy. That is on 1 shift 5 days a week? 

General Merzcer. It could. The product mix has so much to do 
with it, that it is difficult to come up with an analysis. For example, 
operating the large equipment such as the 16,000-ton forging press, 
the products are so large and the cost is so great that the selling price 
is very high. 

Now, when operating on the other hand, a 1,600-ton extrusion press, 
it is relatively standard production, the cost of the product is much 
lower. So the product mix that goes through the plant will have a 
great deal to do with the sales, and thereupon is our difficulty in 
arriving at a monthly-—at an estimated monthly sales, dollar sales. 

Mr. Harpy. I understand that, General. But let me see if I 
understand what we are talking about here. You say on the basis of 
1 shift, 5-day week, that that plant has a potential capacity of a $4 
million volume output per month? 

General Mrrzcer. Phat is our opinion, if the 16,000-ton forging 
press is operated to capacity on a 1-shift, 5-day week, and if—and if 
the 5,500-ton extrusion press is operated to capacity on a 1-shift, 
5-day week. 

Mr. Harpy. Now, then, the second point is that you have indicated 
that the Government anticipates a requirement of 60 percent of this 
plant’s capacity on a 1-shift fan, does that mean then that you figure 
that the value of the product taken by the Government will be $3 
million a month from this plant? 

General Mrrzeer. It could be, sir. 

Mr. Harpy. That is what I understood you to indicate a while ago. 

General Yes, sir. 

Mr. Harpy. That we would—the Government would require 60 
percent of the plant’s capacity? 

General Merzcer. That is correct. 

Mr. Harpy. And you have indicated the plant capacity at approxi- 
mately $4 million a month, and | am talking now in terms of value, 
so that the Government’s requirement would be $3 million a month, 
and 60 percent of that would be $1,800,000, so you are guaranteed a 
pretty good rental value by Government business. 

General Merzcer. If the operator is able to accept and perform on 
the orders which may be available to him to place on the large equip- 
ment which I have tried to describe. 
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Mr. Harpy. But we have to bear in mind that he is charging us 
6 percent more for that product so he can pay it back to us. 

General Merzcer. His markup, we feel, is competitive, will be 
competitive, because there is 1 other—2 other forging presses in 
operation. 

Mr. Harpy. It is pretty hard to get real competition among three, 
isn’t it? 

General Mertzcer. We would prefer, sir, to have it among five. 
“to Cunnincuam. I think that is a very important point right 
there. 

The Government business that the Bridgeport Co. will do—will 
that be on a cost-plus basis to the Government? 

General Merzcer. No, sir; the Government as such will buy no 
product from Bridgeport. 

Mr. CunninGHam. You have answered my question. 

General Merrzcer. The defense product generally will be contrac- 
tor-ordered and furnished to contractors for incorporation into prod- 
ucts bought by the Government from those contractors. 

Mr. Harpy. Is that on a cost-plus or on competitive bid? 

General Merzcer. We are rather certain that the contractors will 
purchase from Bridgeport on a competitive basis inasmuch as com- 
petition is available today. 

Mr. Harpy. They will purchase from Bridgeport on a competitive 
basis, but the contract that we have with the prime contractors on 
these items, or on the end item, fabricated from these produced by 
Bridgeport, is on a cost-plus basis, isn’t it? 

General Merzcer. Not all of them, sir. I believe that the majority 
will be, but not all of them. 

Mr. Cunnincuam. Those that are on a cost-plus basis with the 
contractor who deals with Bridgeport, and I am not so much concerned 
with this one deal, but there will be others like it, then that the con- 
tractor will, without any argument, probably pay Bridgeport on the 
basis that Bridgeport is getting it on a cost-plus basis from the Gov- 
ernment, and it just goes around in a cirele, like Mr. Hardy has shown 
that the Government is, after all, paying this rental itself that it is 
going to get. at least 60 percent of it. 

General Merzcer. I think that is probably true, sir. But I would 
like to mention for the record that the only interest the Government, 
the Air Force has in this facility is that the capability, the capacity 
of the facility is essential today in support of the defense program; 
yes, sir. 

Mr. Cunninauam. That was my next question. 

lf the Government was not purchasing 50 percent or more of the 
output of this plant from Bridgeport, would Bridgeport be the lessee? 

General Merzaer. Yes, sir. 

Bridgeport provided the Government with the most favorable 
terms. 

Mr. Cunnincuam. I don’t think you got my question. 

Could this plant be leased to any firm in the United States, any 
firm, providing the Government didn’t purchase anything in return 
from them? 

General Merzcrr. At a price; yes, sir. 

Mr. CunnincHam. But not at as good as price as you have here? 
yeneral Mrerzcer. That is a difficult question. 
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Mr. Cunnincuam. | don’t think I made the question clear. 

Is the general market for the product sufficient to warrant a com- 
pany like Bridgeport leasing it when it knows it isn’t going to have 
any of its product sold to the Federal Government? 

General Merzcer. Outside of the 16,000 forging press and the 
5,500-ton extrusion press, the other equipment is more or less standard 
for commercial production, and there would be a corresponding 
interest. 

Mr. CunntncHam. What would be the percentage then of these 
two presses? 

General Merzcrr. That is difficult to answer, sir; the percentage of 
interest? 

Mr. CunninGHAM. Yes. 

General Merzcer. That is a difficult question. 

Mr. Harpy. The second point corollary to that, you would have 
to relate the requirement for this plant to the total domestic civilian 
requirements for a product of a similar plant? In other words if it 
were not for the need for the product of this plant for Air Force use, 
there is plenty of capacity to supply civilian requirements in existence” 

General Merzcer. That is not our finding, sir. All of the extruders 
today that we know of, who are competitive, high quality producers, 
have all the business they can handle. ‘There is no excess of extrusion 
ae in the hands of good competitive operators that we know 
of today. 

Mr. Harpy. That would be a key, I think, to the question Mr. 
Cunningham raised as to whether or not it would have any substantia! 
value for private use, whether you could get a satisfactory lease on it 
if it were not for the Government requirement. 

Mr. Go.tpen. We might just throw this one bit of information that 
1 think has an impact on that question, and that is this hasn’t been an 
easy plant to peddle for lease. 

Mr. Harpy. Apparently it hasn’t. 

Mr. Goupen. It sure hasn’t. 

Mr. Harpy. Not when you paid the kind of money you did to 
Bohn. 

Mr. Goupen. I think when you say pay them, I don’t think we 
should imply that is profit to them. It is just out of pocket expense 
that we pay. 

Mr. Harpy. I don’t know that is out of pocket expense when you 
are talking about overhead and maintenance. They pay absolutely 
nothing for what production they got out of it, except in increased 
costs because the rehabilitation was going on at the same time. 

Mr. Goutpen. They were going so well at this plant that they 
wanted out fast on this particular deal. I think as indicated——— 

Mr. Harpy. I don’t mean to imply that they had any fancy deal 
out of it. I don’t know. But surely it cost Uncle Sam anyway. 

Mr. CunninGuam. General, I would like to ask this question, and 
1 think the reeord should show it. The law did not require you to 
come before this committee or the Armed Services Committee for 
approval of the contract at the time you entered into it with Bohn, 
is that correct? 

General Merzcer. That is correct. 

Mr. Cunnincuam. I think for your sake the record should show 
that. 


I have some more questions. I notice here that there were two 
bidders. You don’t give the name of the other one and how much 
the bid was. If it is something you don’t want to make public, I 
be not ask for that. But what was the amount of the competitive 

id? 

General Merzcer. I see no reason to withhold the name of the 
other bidder. It was the Harvey Machine Co., of Torrance, Calif. 

Mr. CunnincHam. What was the amount of the bid? 

General Merzcrer. That bid was a straight percentage of sales; 
there was no minimum. It, if I recall, was 5 percent on the first 
$1 million. 

On the first $2 million of sales per month, 5% percent on the next 
million dollars of sales per month, and 6 percent on all over $4 million 
of sales per month. 

Mr. Cunnineuam. All over $4 million? 

General MerzGrr. Yes, sir. 

I would like to correct the record on the second there-—-— 

Mr. Cunnincuam. think that is sufficient. 

General Merzcer. We felt that Harvey had a very considerable 
job on its hands. We have always found Harvey to be a rather 
satisfactory producer. 

Mr. Ke.uener. He is, as a matter of fact, the producer on two of 
these others, isn’t he? 

Mr. Goutpen. He will be. 

General Mrtzcer. He will be. 

Mr. Cunnrneuam. But, on a dollars-and-cents standpoint, there 
was no particular advantage to you? 

General Mrrzcer. No, sir. 

Mr. Cunnrneuam. | have two more questions. 

In the contract—I don’t presume it is signed up yet, is it? 

General Mrerzcer. No, sir. 

Mr. Cunnitneuam. In that contract are you going to have any 
definition of what is abnormal maintenance and what is normal main- 
tenance? I see where the Government could be obligated for a lot 
of money if there isn’t a clear definition of ‘‘abnormal.”’ 

General Merzcer. That has been an objective of not only ourself 
but of industry for years; namely, to define abnormal maintenance. 

We pretty generally say that it is maintenance which is not of a 
recurring nature, and it results pretty generally 

Mr. CunnInGHAM. Would that definition or does it exclude, for 
instance, one of these most expensive presses being broken down twice 
in a month as a result of negligence of an employee? 

General Merzcer. Yes, sir; negligency of the operator 

Mr. Cunnincuam. Is abnormal? 

General Merzcer. Is always—always becomes normal mainte- 
nance. Negligency of an operator precludes claim for abnormal 
maintenance. 

Mr. CunnincHam. Then your definition does not give any chance 
for successive breakdowns on the part of negligence of an employee 
to become normal? 

General Merzcer. No, sir. 

Mr. Harpy. It would be difficult to determine whether it was 
actual negligence or not, is it not, General? 
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General Merzcer. I think it should be made clear that each case 
of abnormal maintenance results in a complete analysis and study of 
that particular cost. 

Mr. Cunnincuam. In other words, they are watching it pretty 
closely; is that it? 

General Merzcer. Yes, sir. 

Mr. Cunnrncuam. | have another question. I notice here that 
real-estate taxes are not paid to the local communities by either the 
Air Force or its contractor. Does “its contractor’? mean, in this case, 
Bridgeport Brass? 

General Merzcer. Yes, sir. 

Mr. Cunnincuam. Then my next question is, What about personal- 
property taxes, or taxes other than real-estate taxes? There may be 
an inventory tax; there may be a business tax; there may be Various 
other taxes. Who is paying those if there are any, and is the Govern- 
ment going to be liable for any? 

General MrerzGer. We know of no taxes for which the Government 
will be liable in that operation. 

Mr. Cunnincuam. Unquestionably the Bridgeport Brass Co. will 
have to pay some sort of an inventory or personal-property tax to the 
authorities of the State of Michigan. 

General Mrerzcer. That falls in the category of possessory interest 
tax, which does not exist in the State of Michigan, as far as we know. 

The local—the State taxes in Michigan applicable to an operator 
such as Bridgeport will be paid by Bridgeport. We do not envision 
the Government payment of any taxes in connection with that plant. 

Mr. CunninGuam. Just to carry through my thought, take one of 
the motor companies that operates in Michigan, and there is a Federal 
tax on each new car they put out, of course, the consumer pays it 
but has to collect through them. Could that same thing apply to a 
product of brass? 

General Mrrzcer. I believe there is a sales tax in the State of 
Michigan. 

Mr. Cunntneuam. IT am including in my question all taxes other 
than real estate, no matter what they are, that might have to be 

aid. 

General Merzaer. They will be paid by the operator. 

Mr. Cunnineuam. There is no likelihood that the Government or 
the Air Force will have to pay them? 

General Merzcer. Yes, sir. 

Mr. CunninGuam. Your answer is ‘‘No’’? 

General Merzcrer. “No” is my answer. 

Mr. CunNINGHAM. Yes. 

Mr. Kevuener. | see that the Government can terminate at any 
time in the event of a national emergency declared by the President? 

General Merzcer. Yes. 

Mr. Ke.iener. Does that include the present emergency? 

General Merzcrr. Yes, sir. 

Mr. Keviener. This will be leased under Public Law 364, pre- 
sumably? 

Mr. Goupen. That ts correct. 

Mr. Keuiener. Public Law 364 defines the property which may 
be leased pursuant to it as “not for the time required for public use.” 
You have to create a fiction in order to use that law, don’t you? 
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Mr. Goupen. I think technically you do. 

Mr. Ke.uener. Because actually there is no doubt about its need 
for public use at this time. 

Mr. Gouipen. That is right. 

Mr. Ke_itener. When RFC had this plant it did, under its law, 
pay taxes? 

r. GoLpEN. That is correct. 

Mr. Keuuener. After RFC turned it over to GSA, GSA did pay 
taxes for a while until the Comptroller General ruled that it could not 
pay taxes any more. 

Mr. Goupen. That is correct. 

Mr. Ketiener. Those taxes that were paid by the Government, 
have they been recovered? 

Mr. Goupen. Actually there is in issue now about $30,000 in taxes. 
I think it is the first quarter’s taxes that Bohn would normally have 
paid. When the Air Force discovered under this General Accounting 
Office decision and a court decision that the transfer from RFC to 
GSA under a declaration of surplus had the legal effect, according 
to the General Accounting Office, of making this Government property 
rather than Government corporation property and, therefore, we 
have no alternative but to stop paying taxes. The General Account- 
ing Office is considering the question of the payment made by Bohn 
prior to our stopping payment. 

Mr. Keviener. That is some $30,000? 

Mr. Govern. I believe that is some $30,000. 

Mr. CunnincHaM. Any questions, Mr. Fisher? 

Mr. Fisner. No question. 

Mr. Cunnincuam. Without objection, project No. 175 will be 
approved for recommendation to the full committee. The Chair 
hears no objection. 

Prosecr No. 176 


Mr. CunninGHAM. We will take up project No. 176. 

General Merzcer. Mr. Chairman, project No. 176 is known as Air 
Force plant No. 50. It is located at Halethorpe, Md. It is proposed 
that it will be operated by the Kaiser Chemical & Aluminum Corp. 

It will consist of a plant of approximately 314,000 square feet, with 
additional administrative space, two 8,000-ton extrusion presses, and 
the necessary auxiliary equipment to operate those preses. 

be cost of the facility including the presses is estimated at $21 
million. 

The rental is for a period of 5 years at a rate of 5 percent of net 
sales, with an abatement of rent for the first year of operation due to 
a feeling that the first year of operation—that 1 year of operation will 
be necessary for startup and to gain experience in the operation of 
equipment of this size, which, by the way, exceeds in size any other 
equipment presently in production in this country to date. 

The other pertinent terms of the proposed lease or contract is that 
6 months’ notice of termination by either party shall be necessary to 
effect termination. However, the Government may terminate at any 
time during a national-emergency which is a standard clause in any 
of these agreements of Government facilities. 

The land is owned by the Government in fee simple, and the plant, 
as well as all equipment, will be Government-owned. 
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It is substantially an integrated facility, and may be operated by 
another operator in the event Kaiser or the Government should feel 
that the present contract is unsatisfactory and should the Govern- 
ment be called upon to negotiate with another operator. 


Mr. CunNINGHAM. 
General MrerzGcrr. 


Is any company operating the plant now? 
No, sir, the plant is presently in construction. 


The presses are in construction, and are not as yet installed. 
Mr. CunninGuam. I notice here Revere Copper & Brass Co. did 


have a use to a part of this. 


was it? 


That was not for the same kind of work, 


_ General Merzcer. That was for the same work, but that facility 
is presently operated by Kaiser. 


Mr. CuNNINGHAM. 


all? 


General MrerzGcer. 
Mr. CuNNINGHAM. 


The Revere Copper & Brass is not in there at 


No, sir. 


And that is now operated by Kaiser. Is that 


under another contract? 


General MerzGer. 


GSA. 


Mr. CuNNINGHAM. 
General Mrerzcer. 
Mr. CuNNINGHAM. 


Mr. Fisuer. Yes. 


Mr. CUNNINGHAM. 


That is a GSA plant under lease to Kaiser by 


It has nothing to do with this proposal? 
No, sir. 
Any questions? 


Mr. Fisher. 


Mr. FisHer. I assume that the same answers you gave on the pre- 
ceding project, with respect to taxes, normal and abnormal mainte- 
nance, and so forth, are applicable to this project? _ 


General Merzcer. 
Mr. CUNNINGHAM. 


and 178 also? 


General Merzcer. 
Mr. CUNNINGHAM. 
General Merzcer. 
Mr. CUNNINGHAM. 


They are, sir. 
As a matter of fact that would be true to 177 


Yes, sir. 

I assumed they would be. 

That is correct. 

Mr. Hardy, any questions on this? 


Mr. Harpy. Mr. Chairman, | just am interested in the observation 


that this plant is now currently under construction. 
completed yet, apparently. 


fiscal year? 


General MrrzGer. 
Mr. 1951. 


It hasn’t been 
Funds for this were appropriated in what 


1952. 


Mr. Harpy. 1951 funds—I presume this is tied in with the so-called 
reserve plants program. 


Mr. Go.tpen. It is aircraft and related production funds. 


It is the 


so-called expediting funds that we have for plant expansion. 
Mr. Harpy. How extensive are your unexpended funds under that 


program? 


General METZGER. 


I believe it might be well to mention here that 


this heavy press program is not an Air Forée program; it is a Depart- 


ment of Defense program and is implemented by the Air Force. 


So 


Mr. Hardy, to attempt to answer your question as to how extensive 
the funds are—we would go back to the complete —— 
Mr. Harpy. All right, we will skip that one. 


General METZGER. 


Yes, sir. 
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Mr. Harpy. How many more plants are under construction or 
anticipated for Air Force use? 

General Merzcer. In connection with the heavy press program? 

Mr. Harpy. In connection with any of these funds. 

General Merzcer. I am not able to answer that, sir, with what I 
feel would be sufficient accuracy. I would be happy to furnish the 
committee with such information if you would care to have it. 

Mr. Harpy. The thing I am trying to explore, Mr. Chairman, is 
this, I think if we are going to have many more of these things come 
up, we should know more about it. I feel ignorant about it—— 

Mr. Cunnincuam. Off the record. 

(Discussion off the record.) 

Mr. CunntnGHAM. Any more questions about 176? 

Mr. Ketiener. One question. General, did you mention that the 
contractor has the right of first refusal on this in the event you termi- 
nated the lease in order to sell it? 

Mr. Gotpen. We mention it in our submission, here. 

General Merzcrr. Yes. 

Mr. Ke_itener. Because when the committee approves this project, 
it approves that concept at the same time. 

Mr. CunninGHam. Any more questions? If not, without objection, 
project 176 will be favorably reported to the full committee. The 
Chair hears no objection. It will be so reported. 


Prosects Nos. 177 anp 178 


Mr. CunninGuam. 177 and 178—I am looking at the clock—aren’t 
they very much in the same order, the testimony would be the same 
in each one? 

General Metzcer. The same as 176. 

Mr. CunninGuam. Any questions about either one? 

Mr. Ketiener. | have one question, Mr. Chairman. 

Mr. Cunnincuam. Mr. Kelleher. 

Mr. Keviener. In 177, General, the land on which this facility 
will be located was deeded to the Government for $1 by Curtiss-Wright 
Corp. Curtiss-Wright purchased the property presumably in order 
to convey it to the Government; is that correct? 

General Merzcer. Yes, sir. 

Mr. Ke_ttener. Do you know what Curtiss-Wright paid for it? 

General Merzcer. | do not know. I believe Curtiss-Wright 
owned the property prior to this action, the Government entering into 
negotiations for this facility. And may not have purchased it for 
the express purpose of deeding it. 

Mr. My point 

General Mrrzcer. I am not clear on it, and I would need to refer 
to my records which I will be glad to do, sir. 

Mr. Ketitener. The only reason I raise the question is if the con- 
tractor did purchase property with the intention of conveying it to 
the United States, it would, to my mind, fall within the provisions of 
Public Law 155. I know that this one, as a matter of fact, never did 
clear the committee. 

General Merzcer. [see. 

Mr. Cunntnuam. General, I notice the contract with ALCOA has 
a rental to be based on 4 percent of net sales, whereas the others have 
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been 5 percent graduated to 6, depending upon the amount. Why is 
ALCOA getting such a break, 1 percent? 

General Merzcer. The ALCOA facility is strictly a heavy forging 
facility, and the size of the equipment being a 35,000-ton, and a 
60,000-ton forging press, with auxiliary equipment, is such that so 
much has to be learned. The possibility of sale of production from 
those presses is one which must be explored so strenuously by the 
operator that it was felt that a lesser rental was reasonable and just. 

It is, again, a question of monsters that we are dealing with, in the 
way of equipment. And there is in this country, or in the world, as 
far as we know, no experience whatsoever in the operation of equip- 
ment of this size, and, therefore, its known productivity for sale is 
very limited. 

: Mr. CunninGHam. Was there any other bidder besides ALCOA for 
this? . 

General Mrrzcer. It wasn’t a question, sir, of bidders. It was a 
question of selecting operators who had organization, financial 
stability, technical background, to undertake such a program, to 
operate such equipment. 

Mr. CunninGHam. Did you find that any other company had 
this besides ALCOA? 

General Merzger. Wyman-Gordon in Worcester, Mass., is the 
only other comparable operator and they have a facility also. 

Mr. CunNINGHAM. Because they have a facility, they were not 
interested? 

General Mrerzcer. They were not interested and we were not 
interested in loading one organization with as much responsibility as 
we would do if we gave them a facility of this size also. 

Mr. Harpy. I have a little difficulty understanding why the ques- 
tion of possibility of sales would be the governing factor on fixing a 
lower percentage of return." I can see where there might be some 
difficulty in determining cost, but since this thing is based on per- 
centage, I don’t follow your reasoning there, General. 

General Mrerzcer. Mr. Hardy, the same conditions exist here, re- 
quirements, as exist in the first project we talked about, namely that 
all of the maintenance costs other than abnormal maintenance must 
be absorbed by the operator. So, very substantial costs will attach 
to ALCOA in merely having the responsibility for this plant and this 
equipment. 

Mr. Harpy. There will be monopolies in the field, won’t there? 
If the thing worked, there wouldn’t be anybody competing with them? 

General Merzcer. There will be the other facility at Wyman- 
Gordon which also has a 35,000- and 50,000-ton press. 

Mr. Harpy. Is that going to be leased to them? 

General Metzcrr. That has been leased to them but is incorporated 
in a contract dated 1946, I believe. 

Mr. Harpy. Is it in operation? 

General Merzcer. The 35- and 50-thousand-ton presses are not in 
operation, but the basic contract which incorporated an 18,000-ton 
press and other equipment was effected insabout 1946, and that 
equipment is in operation. 

Mr. Harpy. This contract to ALCOA, set up on a 4-percent basis, 
will that give them a competitive advantage over Wyman-Gordon? 
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General Merzcer. No, Wyman-Gordon is paying 4 percent rental. 

Mr. Harpy. If you already had negotiated a contract with Wyman- 
Gonion. why you would have had little difficulty arguing ALCOA out 
of more. 

General Merzcrer. We would have had difficulty. 

Mr. Harpy. What is the percentage of the output of these plants 
that will be required for defense activities? 

General Mrrzcer. At this point we see no other use for this 
capacity other than in defense production. 

Ir. Harpy. That is all. 

Mr. Cunnincuam. Mr. Fisher, any questions? 

Mr. Fisurr. No. 

Mr. CunnincHam. Without objection the subcommittee will favor- 
ably recommend to the full committee projects Nos. 177 and 178; 
The Chair hears no objection and it is so ordered: 


